Abstract
Introduction

1.
Bond market is one of the financing source alternatives, both for the government and the corporations (Fabella and Madhur, 2003) . Closing the government deficit budget through the domestic loan is considered necessary for Indonesian government (Sihombing et al, 2012) . The government conducts domestic financing through the issuance of government bonds or known as Government Securities. By issuing bonds, the government takes part in establishing and developing bond market in Indonesia (Sihombing et al, 2012) .
Government Debt Securities is one of Government Securities that is unconditionally issued by the government and considered as an instrument of portfolio investment for domestic and foreign investors. Government Debt Securities is one type of Government Bond with the largest value issued by Indonesian government for the national development purposes.
One of the benchmarks used by investors to monitor the development of government bond market is through observing the bond yields. The yield is considered as a reference of yield expectation or as a performance measurement of their bonds portfolio (Sihombing et al, 2013) . In the last few years the high bond yields produce powerful yields (Lindquist and Cimarosa, 2014) . However, the bond yields happen to face volatility from time to time, as represented in Figure-1 (the yield development of one of Government Bond sample series, namely FR0028). The investment value and result are vary due to the change of interest rate, exchange rate or other factors (Leibowitz and Bova, 2014) . Bond is sensitive to inflation rate, interest rate, as well as exchange rate (BEI, 2014) .
Bond yields contain premium risk as a compensation to uncertain inflation (Azoulay et al, 2007) . All existing interest rates, including deposit and bond yield, will refer to BI rate with adjustment to the due date (Bank Indonesia, 2013) . Research conducted by Sianipar (2011) shows that inflation has a positive influence, while BI rate has a negative influence on Government Bond yield. On the contrary, the result of research conducted by Rahman and Sam'ani (2013) indicates a positive influence between inflation and Government Bond yield, while BI rate has no significant influence at all. Meanwhile, Poghosyan (2012) concludes in the research regarding short term and long term determinants towards goverment bond yield in advanced economy shows that the short term bond yield is positively influenced by the real money market price and negatively influenced by inflation.
Based on the explanation as above, below are the questions research 1) Does inflation influence Government Bond yield? 2) Does BI Rate influence Government Bond yield? 3) Does exchange rate influence Government Bond yield? 4) Does foreign ownership influence Government Bond yield?
Literature Review 2.
Government Bond. In accordance with Law No. 24 Year 2002, Government Bond is a type of Government Debt Securities which has more than 12 months period with coupon and/or with discounted interest payment. Government Bond with coupon is Government Debt Securities in which the interest payment is calculated by certain percentage of nominal value and paid regularly. In addition, Government Bond with discounted interest payment is Government Debt Securities with more than 12 months period and its interest payment is implicitly reflected in the difference of issuance price and nominal value obtained in the maturity period.
In Indonesia the government issues Government Bond in Rupiah and foreign currency. Based on the type of coupon, Government Bond is divided into Government Bond with fixed rate and Government Bond with variable rate. Fixed Rate Bond is classified into Regular Fixed Rate, Zero Coupon, and Indonesian Retail Government Bond (ORI).
The interest payment in Fixed Rate (FR) is conducted regularly per semester, while in Variable Rate (VR) is per quarter. Furthermore, the interest payment in ORI is regularly paid per month. The interest payment of FR Regular bond is fixed until the maturity period. Zero Coupon Bond does not pay coupon, but receive a specific amount at maturity period (Directorate of Government Debt Securities, 2011) Government Bond Coupon. Government Bond, except Zero Coupon, offers benefits which is interests or coupon. Coupon is the amount of interest paid regularly which is stated in the percentage on bond nominal value (Directorate of Government Debt Securities, 2011). Government Bond Yield. Yield is the earnings level required by market for bonds (Ross et al, 2009 ). There are two types of yield: current yield (simple yield) and yield to maturity (Directorate of Government Debt Securities, 2011). Current yield is measured by dividing the level of bond coupon with bond acquisition (buying) price (Directorate of Government Debt Securities, 2011). Current yield is greater than coupon if the bond buying price is lower than nominal value, and vice versa ( erovi et.al, 2014) . Yield to maturity is the earnings level that represents the benefits of bond investment with the higher accuracy level compared to the current yield (Directorate of Government Debt Securities, 2011). Yield to maturity is single discount rate. Once it is implemented in the payment, all coupons in the future and all basic values will generate the present value which is equal to the buying price (Forbes et al, 2008) . The term yield to maturity is generally known as yield. Another interpretation of yield is price of money (Directorate of Government Debt Securities, 2011).
Price, or bond price, theoretically is the present value from all cash incomes in the future, either coupon or basic value in maturity, by using certain interest level as its discount rate. Such interest level is called yield to maturity (YTM) (Directorate of Government Debt Securities, 2011). Following is the formula of bond price (Bodie et al, 2011) : …………………………………………………………... 1) Where: Price = bond price Coupon = bond coupon = yield to maturity = time Par value = bond value on maturity There is a negative or reserve correlation between bond price and yield (Bodie et al, 2011) . When yield increases, the price will decrease, ceteris paribus (Directorate of Government Debt Securities, 2011).
The yield condition is in volatility. Yield volatility is the compensation of risk credit, market volatility, and liquidity scarcity (Haan et al, 2013) .
Foreign Ownership in Government Securities. Indonesian economic development requires a significant amount of funds. Domestic funding sources apparently are insufficient to support the national economic development to the bigger scale. Therefore, foreign investments are considered necessary to assist domestic investments. Nowadays, foreign investors provide a significant amount of funds to invest in the developing countries, including Indonesia. However, they will tend to seek countries with high attractiveness, such as adequate infrastructure, conducive investment environment, security and political stability, macroeconomics stability, as well as law enforcement (Sihombing, 2013) .
Foreign investors may act as catalyst in the local bond market development, particularly by carrying out basic diversification of institutional investors and establishing greater demand of bonds for developing countries market. Domestic institutional investors are generally those who buy and hold bonds to maturity, while foreign investors tend to buy and sell their bonds. Therefore, they give more contribution to make the market liquid. The increasing foreign ownership may result greater volatility in bond market (Peiris, 2010) .
The participation of foreign investors in government bond in the developing market by using local currency may influence the yield level and volatility of bonds. Developing market is able to attract numerous foreign investors' funds to government bonds with local currency and lower yield, but apparently, it is more susceptible to market sentiment (Ebeke and Lu, 2014) .
Foreign investment in Government Securities in the capital market may become as an alternative to fund the national economic development. In addition, the rise of foreign ownership indicates a positive signal because it is one of the indicators to measure investors' trust on Government Securities. Such thing can also portray the credibility of Indonesian capital market from foreign investors' point of view. The greater meaning from the increase of foreign ownership in Government Securities indicates the high trust from foreign investors on national economic development process (Sihombing, 2013) .
Macroeconomic Indicators. Inflation. Inflation is the increasing of prices in general. Inflation is a continuing process of increasing of prices, not the high increase of prices. Therefore, the high price level does not necessarily show inflation. It will be considered as inflation if the price continues to increase and influences each other (Sukanto, 2009) .
It is generally known that inflation may have a bad influence to the economic growth. Thus, inflation is an indicator to show economic instability in a country (Antoni, 2010) . If the inflation continues to rise, the purchasing power will decline, then the bond liquidity is influenced and the price decreases (Sukanto, 2009 ). Such thing is in line with Blose (2010) which elaborated Fisher Hypothesis (1896) in which the higher inflation will result the fixed income investment less attractive and will impact on the decreasing price. Bond is one of the investments with the fixed income.
As the compensation of inflation instability, bond yield contains premium risk. Countries with stable inflation may have less premium risk in determining bond price (Azoulay et al, 2007) . BI Rate (Central Bank rate) . Bond investors consider the amount of interest rate as the main consideration of the expected return level. Baldacci and Kumar (2010) , cited Elmendorf and Mankiw's explanation (1998) that refers to the standard of Neoclassical Model, stated that fiscal deficit (ceteris paribus) will reduce the national savings and increase aggregate demands. This creates government's excessive debt which then causes an increase in the interest rate. An excessive debt makes the obligation price decreases. This explanation is inline with Caron and Spaltro (2014) who explained that the decreasing interest trend might not look attractive to investors with fixed income (including obligation) to get an attractive return. The rise of interest rate gives an enormous impact on yield (Mouchakkaa, 2014) . Moreover, the interest rate may change according to the entire economic conditions (Siahaan, 2008) . Therefore, if the interest rate increases, the bond yield will also increase but the bond price will decrease. In Indonesia, BI rate is commonly used as the benchmark for general interest rate.
Exchange Rate. Exchange rate is the price for which the currency of a country can be exchanged for another country's currency. The stability of rupiah exchange rate is crucial for national economic because it is closely related to the economic growth in Indonesia. The most essential thing in the exchange rate of rupiah is its volatility itself since it may impact the financing, including bond (Rambe, 2012) .
In general, countries with high inflation rate tend to have weak currency value. However, there are some exceptions, such as the inflation occurred in 1980s in United States. Compared to the inflation in Japan, the inflation in US is increasing more quickly but in the same time US dollar is appreciated against Japanese yen. In this case, there are other factors which negatively influence against the inflation and compensating the other factor.
Some prior researches regarding yield bond have been conducted. Sianipar (2011) conducted research related to influence of inflation, exchange rate of Rupiah, BI rate and foreign ownership in the domestic bond on yield of maturity. The data is analyzed using regression method. The research result shows that inflation and exchange rate have negative impact on bond yield to maturity, while BI rate and foreign ownership have positive impact on bond yield to maturity. Rahman and Sam'ani (2013) analyzed several factors that influence Government Bond yield in 2010 -2012. The research result shows that bond maturity and inflation have positive influence on bond yield, while BI rate did not have significant influence. In addition, currency and oil price have a negative influence on bond yield. Ichsan et al (2013) examined the impact of BI rate, interest rate, exchange rate, and inflation on government bond value. The research shows that such components have a significant influence on government bond value.
Hypothesis
3.
The increase of inflation rate tends to cause the decrease of bond price. It reflects the inflation increment tends to cause bond yield increasing as bond price is inversely influence to bond yield (Moss and Houle, 2010) .
H1: Inflation has a positive influence on Government Bond yield All existing interest rates, including deposit interest and bond yield, will refer to BI rate with the adjustment on the maturity (Bank Indonesia, 2013) .
H2: BI rate has a positive influence on Government Bond yield Bonds are sensitive to inflation rate, interest rate, as well as exchange rate (Indonesia Stock Exchange, 2014) . The result of researches conducted by Hsing (2010) as well as Rahman and Sam'ani (2013) show that exchange rate has a negative influence on bond yield.
H3: Exchange rate has a negative influence on Government Bond yield. The rise of foreign ownership indicates a positive signal because it is one of the indicators to measure investors' trust on Government Securities (Sihombing, 2013:195) . The increase of foreign ownership in Government Securities indicates the high trust from foreign investors on national economic development process and it may reduce Government Bond yield as a part of Government Securities (Sihombing, 2013) .
H4: Foreign ownership has a negative influence on Government Bond yield.
Method 4.
This research design is causality study. This design is choose because this research wants to find that a change in one variable (independent variable) cause some predictable change in another variable (dependent variable) (Cooper and Schindler, 2002) .
There is one dependent variable in this research and four independent variables. The research population is all Government bonds listed in Indonesia Stock Exchange from 2010 to 2013 (100 bonds in total). The sample is obtained by using non-probability technique and determining certain criteria, as follows: 1) included as Government Bond series Fixed Rate -Regular with Rupiah denomination, and 2) actively traded in Indonesia Stock Exchange (have been traded in 30 days/month). There are 23 bonds that fulfill the requirements for sample criterion.
The research data are ratio data which are monthly data within the period 2010 -2013. The research data are panel data which means the combination of cross section data and time series. In general, there are three popular panel models, namely pooled regression, fixed-effect model, and random effect model (Rosadi, 2012) .
To choose the best panel model, the following tests are conducted: 1) Restricted F Test, to determine or to choose either pooled regression model or random effect model; 2) Hausman Test, to choose either fixed effect model or random effect model; 3) Breusch-Pagan Test or Lagrange Multiplier Test, to choose either pooled regression model or random effect model (Gujarati, 2008) .
Multiple linear regression approach is carried out to test the research hypothesis. Following is the equation of multiple linear regressions in this research:
……………………………… 2) Where:
= government bond Yield series-i at time-t = Inflasion series-i at time-t = interest rate series-i at time-t = exchange rate series-i at time-t = foreign ownership series-i time-t = constant = regression coefficient = error term
Result And Discussion
5.
The descriptive statistics of research variable are presented in Table- The average of Government Bond monthly yield in 2010 -2013 was 7,21%. The minimum value of yield was 4,04%, obtained from Government Bond yield series FR0051 on May 2013, while the maximum value was 10,83%, obtained from Government Bond yield series FR0050 on January 2010. From the maturity of Government Bond, it shows that the minimum value of yield occurs in FR0051 which has the shortest tenor. On the contrary, the maximum value of yield occurs in FR0050 which has the longest tenor. The average of monthly inflation in 2010 -2013 was 5,32%. The lowest inflation was 2,78% which was during year on year inflation on December 2009. It has become the lowest inflation since 1999. Meanwhile, the highest inflation was 8,79% which occurred on August 2013. This inflation occurs due to the increase of electricity price on July 2013 and Ramadhan period.
The average of BI rate in 2010 -2013 was 6,31%. The lowest rate was 5,75% which happened from February 2012 until May 2013, while the highest rate was 7,5% which occurred on November 2013. Bank of Indonesia continue to maintain BI rate in level 5,75% from February 2012 until May 2013. In 2013, Bank of Indonesia increased BI rate and it reached 7,5% in November 2013.
The average of monthly exchange rate for Rupiah in 2010 -2013 was 9.395,46. The lowest exchange rate was 8.481 that occurred in August 2011 and the highest exchange rate was 11.946 that happened in December 2013. The high exchange rate of Rupiah, which started to increase on June 2013, was reasonable. Such thing also took place in numerous emerging market countries (not only in Indonesia), due to the policy of US Federal Reserve to withdraw monetary stimulus fund which cost around US$ 85 billion per month for bond buying. The main consideration of this action is the US economic conditions which continue to recover.
The average of foreign ownership on Government Securities per month in 2010 -2013 was 29,81%. The lowest foreign ownership was 18,54% on January 2010. On the other hand, the highest foreign ownership was 35,52% on August 2011. Foreign ownership on Government Securities continues to rise since January 2010 to August 2011. Table 3 shows the result of Restricted F test. The value of F test or Chi-square has p-value = 0,00 (less than 5%), so H0 is rejected. It means pooled regression model is not suitable for this research. Therefore, Hausman test should be conducted. The result of Hausman test ( Table-4) indicates that the probability value of cross section random effect test is 1,00 or the probability level is 100% (p-value > 0,05), so H0 is accepted. Thus, random effect is considered as the best model and Breusch-Pagan test is unnecessary. The test result of dependent variable influence on bond yield is presented in Table- 5. The coefficient of determination worth 91,6079% and it indicates the ability of independent variables (inflation, BI rate, exchange rate, as well as foreign ownership) to predict dependent variable variety (Government Bond yield) is 91,6079%. The rest 8,3921% is described by other independent variables not mentioned in this research. Random effect model is relevant because F-count valued 2.999; significant at =1%. Following is the equation for multiple linear regression in this research, in accordance with Table-5 . The constant value is 7,926% and significant. It means if all independent variables are zero, the government bond yield worth 7,926%. This value is much smaller compared to yield constant value in 2013 from research carried out but Rahman and Sam'ani (2013) which was 93,291%. On the other hand, compared to the average of deposit interest in 2014 which valued 7,75% (The rate of Indonesia Deposit Insurance Corporation for Commercial Banks) Government Bond yield is much higher. The coefficient of inflation variable regression is 0,293362, significant at =1%. There is a positive correlation between inflation and Government Bond yield. If the inflation rises 1%, the Government Bond yield will increase 0,293362%.
The coefficient of BI rate is 1,610351, significant at =1%. Its correlation with Government Bond yield is positive, so when there is a 1% increment on BI rate, the Government Bond yield will increase 1,610351%.
The coefficient of exchange rate is -0,000493 and significant at =1%. The correlation between exchange rate and Government Bond yield is negative, which means the Government Bond yield will decrease 0,000493% in every 1 Rupiah increment of exchange rate.
Finally, the coefficient of foreign ownership is -0,262052 and significant at =1%. It indicates the negative correlation between foreign ownership and Government Bond yield. Thus, the 1% increase of foreign ownership equals to 0,262052% decrease in Government Bond yield.
Discussion
6.
Inflation Influence. Result of this research shows that inflation has a positive influence on Government Bond yield. This result supports Fisher Hypothesis. It supports the hypothesis H1 as well as the opinion of Moss and Houle (2010) which stated that the rise of inflation rate tends to cause the fall of bond price. It means the increasing inflation is equal to the rise of bond yield because bond price has inverse effect to bond yield. The result also supports the research conducted by Rahman and Sam'ani (2013) that showed a positive influence between inflation and Government Bond yield. This study also support the research result of Ang and Piazzesi (2003) which found that inflation has a positive influence on Government Bond yield in Poland.
However, this research result is the opposite of the research carried out by Sianipar (2011) which showed that inflation has a negative influence on bond yield to maturity in Indonesia. The finding is also did not support the result of Poghosyan (2012) who concluded that inflation has a negative influence on short term bond yield in 22 countries with advanced economy in 1980-2010 period.
The Influence of BI Rate. BI rate has a positive influence on Government Bond yield. This research result supports the statement from Bank of Indonesia (2013) that bond yield refers to BI rate so the increase of BI rate will be followed by the rise of Government Bond yield. In addition, this research result is also in line with Ebeke and Lu (2014) which elaborated that interest rate has a positive influence on bond yield in developing countries. Another research conducted by Moss and Houle (2010) which stated that the interest rate might cause the decrease of bond price is also supported by this research result. It implies that the interest rate increment tends to make bond yield increase because the bond price is a reserved to bond yield.
The finding of this research is also in line with Barr and Campbell (1996) who described that the change of interest and inflation has negative correlation in a short term but not in a long one. The same thing is also said by Poghosyan (2012) stated that the interest rate has a positive influence on short term bond yield in 22 countries in advanced economy. Nevertheless, the result of this research is contradictory with Rahman and Sam'ani's (2013) which mentioned that BI rate did not have significant influence on bond yield in Indonesia.
The Influence of Exchange Rate. This research result shows that exchange rate has a negative influence on Government Bond yield. Such finding supports the research result conducted by Sianipar (2011) which concluded that exchange rate has a negative influence on bond yield. In addition, the research conducted by Hsing also found that there is a negative influence between exchange rate and Government Bond yield in Poland. On the other hand, the result is quite different with the research carried by Ebeke and Lu (2014) which reveals that exchange rate has a positive influence on bond yield in developing countries.
The Influence of Foreign Ownership. Foreign ownership has a negative influence on Government Bond yield. The result of this research is in line with Sihombing (2013) which explained that the greater meaning from the increase of foreign ownership in Government Securities indicates the high trust from foreign investors on national economic development process, and it may reduce Government Bond yield as a part of Government Securities. The increase of foreign ownership indicates the decrease of investment risk in Indonesia. Risk is parallel with return. If the return decreases, it means the bond yield will also decreases. This research result is in line with the findings of Peiris (2010) which concluded that the high foreign participation or foreign ownership in the bond market in developing countries tends to reduce Government Bond yield significantly. Moreover, Ebeke and Lu (2014) elaborated that the high foreign ownership may result the low bond yield. However, this research result is the opposite of Sianipar's (2011) which showed that foreign ownership has a positive influence on yield of maturity of 31 Fixed Rate domestic bonds issued by the government and listed in Indonesia Stock Exchange within July 2009 until December 2010.
Conclusion and Suggestion 7.
Some conclusions of this research are 1) Inflation has a positive influence on Government Bond yield. Therefore, the higher the inflation, the higher the Government Bond yield; 2) BI rate has a positive influence on Government Bond yield. When BI rate is high, Government Bond yield will also be high; 3) Exchange rate has a negative influence on Government Bond yield. When the exchange rate USD on Rupiah is high, then the Government Bond yield will be low; and 4) Foreignownership has a negative influence on Government Bond yield. Thus, the higher the foreign ownership, the lower the Government Bond yields will be.
BI rate shows the greatest influence among all dependent variables in this research. Therefore, investors who expect to obtain the satisfying return from their investment in government bond need to pay attention to BI rate. It is suggested that the next researcher may examine the fundamental factors, including time period, coupon, and modified duration, of Government Bond as the variable that influences its yield. It is therefore expected to obtain better results as the factors that influence Government Bond yield.
